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ATTACHMENT 4.19-D 


600PROPERTY 


600 INTRODUCTION 

The purpose ofthis Section isto explain the calculation of the property componentof the Nursing 
care facility reimbursement rate. The property policies discussedin the following Sections630, 
631,632,and 633 remain in effect until September 15,2004.After that date, the property 
component will be calculated using in Section 634.d Fair rental Value methodology as discussed 

630 PROPERTY FACTORS 

Due to the wide variationsin property costs and the financial commitmentsof providers, a portion 
of the March 27, 1981, property costs are recognized in addition to the base rate.The variation in 
property costs is recognizedin two ways: (1) based on the property costson March 27, 1981,as 
incorporated into the July1, 1981, rates, and (2) new constructionas defined in Sections 631, 632 
and 633.Except for new construction, the rate differentials FY 1994 and subsequent years are 
the same as therate differential establishedon July 1, 1991, when rates were rebased and 
additional propertywas added to the base rate. There have been no increases for buying, selling, 
refinancing, new leases or lease escalation clauses since March27, 1981. Rather, increases in 
property costs are recognized by inflating the base rate each year. The inflation index is 
described in Section 900 and is the basis for negotiating the annual inflation adjustmentsto 
nursing facility rates. Therefore, the State does notadopt the Medicare approachof recapturing 
depreciation. 

631EXCEPTION FOR PROPERTY DIFFERENTIAL 

When a nursing facility operatedby a Stateor local government is sold, a property differential will 
be available for meetinglife safety requirements thatwere previously waivedby the State. The 
differential is based on the annual depreciation calculated for the remodeling. Such depreciation 
will be determinedin accordance with the Provider Reimbursement Manual HCFA-Pub.15-1. In 
calculating aper diem cost, a 90% occupancy factor will be used. The property differential will be 
added to the rate in the month following submissionof invoices and other requested records to 
support the expenditure for such property improvements. 

632 NEW CONSTRUCTION DEFINED 

New construction is limited to either anew building or a new wing toan existing building. It does 
not include modifyingor refurbishing an existing structure. 

T.N. #-04-05 Date Approval DkC 2 1 2004 
SupersedesT.N.Date Effective # 95-12 7-1-04 



ATTACHMENT 4.19-D 

600 PROPERTY (Continued) 

633 NEW CONSTRUCTION PROPERTY DIFFERENTIAL 

The property differential for new construction and related properly costs will be the lesserof: 

1. 	 Actual property costs in excessofthepropertycostincluded in the baserate. The 
property costin the baserate is calculatedat $8.95 per day for the period beginning July 
1, 1995. This figurewas inflated forward to$11.19 for Fiscal Year 2003. 

2. 	 The simpleaveragepropertydifferentialofallnursingfacilitiesthathaveaproperty 
differential. This is thenew property allowance. 

634 FAIR RENTAL VALUE FOR PROPERTY 

Effective September 15, 2004, property costs will be calculated and reimbursed as a 
component of the facilityrate based on a Fair Rental Value (FRV) System. 

(a) Under this FRV system, the Department reimburses a facility based on the estimated 

current valueof its capital assets in lieu of direct reimbursement for depreciation, amortization, 

interest, and rentor lease expenses. The FRV system establishes a nursing facility's bed value 

based on the age of the facility and total square footage. 


(i) The initial age of each nursing facility used
in the FRV calculation is determinedas of 
September 15, 2004,using each facility'syear of construction. 

(ii) The ageof each facility is adjusted each Julyto1make the facility one year older. 

(iii) The age is reduced for replacements, major renovations, or additions placed into 
service since the facilitywas built, provided there is sufficient documentation to support the 
historical changes. 

(A) If a facility addsnew beds, these new beds are averaged into the ageof the original 
beds to arrive at the facility'sage. 

(B) If a facility completed a major renovation (defined as a project with capitalized cost 
equal toor greater than$500 per bed) or replacement project, the costof the projectis 
represented by an equivalent number of newbed: 

dec 7 1 2004 
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ATTACHMENT 4.19-D 

600 PROPERTY (Continued) 

(I) The renovation or replacement projectmust have been completed during a 24-month 
period and reportedon the FCP (due March 31st) for the calendaryear prior to a July1 rate year 
and be relatedto the reasonable functioningof the nursing facility. Renovations unrelatedto 
either the direct or indirect functioning of the nursing facility shall not be usedto adjust the facility's 
age. 

( 1 1 )  The equivalent numberof new bedsis determined by dividing the costof the project 
by the accumulated depreciation per bedof the facility's existing beds immediately before the 
project. 

(111)  The equivalent numberof new beds is then subtracted from the total actual beds. 

The result is multiplied by the differencein the year of the completionof the project and the age of 

the facility, which age is based on the initial construction
year or thelast reconstruction or 
renovation project. The product is then divided by the actual numberof beds to arrive at the 
number of years to reduce theage of the facility. 

(b) A nursing facility's fair rental value per diem is calculatedas follows: 

As used in this subsection (b), "capital index"is the percent changein the nursing home 
"Per bed or person, total cost" rowand "3/4" column as foundin the two most recent annualR.S. 
Means Building ConstructionCost Data as adjusted by the weighted average total city cost index 
for Salt LakeCity, Utah. 

(i) The buildings and fixtures valueper licensed bedis $50,000, which is based upon a 
standard facility size of at least450 square feet determinedusing the R.S. Means Building 
Construction Cost Data adjustedby the weighted average totalcity cost index for Salt Lake City, 
Utah. To this $50,000 is added 10% ($5,000) for land and10% ($5,000)for movable equipment. 
Each nursing facility's total licensed at the "total bedbeds are multiplied by this amount to arrive 
value." The total bed value is trended forward it toby multiplying it by the capital index and adding 
the total bed valueto arrive at the "newly calculated total bed value."The newly calculated total 
bed value is depreciated, except for the portion related to land,at 1.50 percent per year according 
to the weighted ageof the facility. The maximum ageof a nursing facility shall 35 years. 
There shall be no recaptureof depreciation. 

DEC 2 7 22% 
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ATTACHMENT 4.1943 

600 PROPERTY (Continued) 

(ii) A nursing facility's annualFRV is calculatedby multiplying the facility's newly calculated bed 
value times a rental factor.The rental factor is thesum of the 20-year Treasury Bond Rate as 
published in the Federal Reserve Bulletin using the average for the calendar year preceding the 
rate year and a risk valueof 3 percent. Regardless of the result producedin this subsection (ii), 
the rental factor shall not be less than9 percent or more than12 percent. 

(iii) the facility's annualFRV is divided by the greater of: 

(A) the facility's annualized actual residentdays during the cost reporting period; and 
(B) 75 percent of the annualized operational bed capacityof the facility. 

(iv) The FRV per diem determined under this fair rental value system shall no lower 
than $8 per patientday. 

(v) The FRV per diem determined under this fair rental value system shall be phased-in using a 
hold-harmless method over a one-year period, as follows: 

(A) Nursing facility property rates are calculated under the fair rental value system and compared 
to rates in effect on July2, 2004. 

(B) If the fair rental value system property 2, 2004 rate,rate is less than the nursing facility's July 
the nursing facility'srate is adjustedto additionally pay the nursing facility the difference between 
the September 15, 2004 rate and the July2, 2004 rate, but notto exceed $5 per patientday; and 

(C) the hold harmless method expires on June 30,2005. 

(c) A pass-through component of therate is applied and is calculated as follows: 

(i) As used in this subsection(c), "property tax and property insurance index" is the percent 
change in the combined property tax and property insurance costs reported by the facility twoits 
most recent FCPs. 

(ii) For a newly constructed facilitythat has not made two FCP reports, the property tax and 
property insurance index is the average percent changein the combined propertytax and property 
insurance costs reported byall facilities on theirtwo most recent FCPs. 

DEC 2 1 2004 
T.N. # 04-05 Date Approval 
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600 PROPERTY (Continued) 
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(iii) The property tax and property insurance pass-through is trended forward by multiplying itby 
the property tax and property insurance index and addingit to the combined property tax and 
property insurance costsas reported on the most recent FCPto arrive at the pass-through amount. 

(iv) The nursing facility's per diem property tax and property insurance costis determined by 
dividing the facility's pass-through amount by the facility's actual total patient days. 

(v) average rate the methodologyThe property undercurrent is per The$13.81day. average 
property rate under the proposed fair rental value methodology is $14.80 per day. The current 
property methodology does not include a separate property tax and insurance part of the property 
component of the rate.The new average daily capital component is $14.80= $13.52 fair rental 
value + $1.28 property tax and insurance. 

nFI& 2 1 2004T.N. # 04-05 Approval Date 

SupersedesT.N. Date Effective# 02-015 
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600PROPERTY (Continued) 
.. 

A p e  Ca lcu la t ion .  I l lus t ra t ion  F o r  B e d  A d d i t i o n s  p r o j e c t s  

E x a m p l e  Facility 

Y e a r  of C o n s t r u c t i o n  ( B a s e  y e a r  

Initial B e d s  

C u r r e n t  L i c e n s e d  B e d s  


E x a m p l o  o f  B e d  A d d i t i o n  c a l c u l a t i o n  

N u m b e r  o f  B e d s  A d d e d  

Y e a r  of Addition 


c a l c u l a t i o n  o f  W e i g h t e d  A v e r a g e  A g e  o f  beds 

I n i t i a l  Construct ion Beds 

Y e a r  of R e p l a c e m e n t  ( 1 9 7 5 )  minus ( y e a r  of  

Construction ( 1 9 6 0 )  


W e i g h t e d  a v e r a g e  A g e  o f  b e d s  

N e w  B a s e  Y e a r  

age calculation I l lus t ra t ion  

E x a m p l e  f a c i l i t y  

Y e a r  o f  C o n s t r u c t i o n  ( B a s e  Y e a r )  

C u r r e n t  Licensed  B e d s  


E x a m p l e  o f  B e d  R e p l a c e m e n t  C a l c u l a t i o n  

n u m b e r  of  B e d s  R e p l a c e d  
Y e a r  of R e p l a c e m e n t  
D i f f e r e n c e  in y e a r  

8 3 3  ( G ) = ( F ) / ( B ) + ( D )  

1 9 6 7  ( E ) - ( G )  

F o r  B e d  R e p l a c e m e n t  p r o j e c t s  

1 9 6 9  
4 5  

1 5  

calculation of  W Weighted A v e r d o e  A g e  o f  b e d s  

Construction Initial B e d s  4 5  (8) 
Base y e a r  ( 1 9 6 9 )  2 6  A g eyear o f  R e p l a c e m e n t  ( 1 9 9 5 )  minus ( y e a r s )  

760 ( F ) = ( e - ( C ) * [ ( D  ) - ( A ) ]  

W e i g h t e d  A v e r a g e  A g e  o f  B e d s  1 7  3 3  ( G ) = ( F ) I ( B )  

N e w  B a s e  Y e a r  1 9 7 8  ( D ) - ( G )  
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ATTACHMENT4.140 

700 PAYMENT TO PROVIDERS 

710 INTRODUCTION 

Payments for routine nursing facility services be made monthly. These payments willbe based on the 
established rate. 

720 WITHHOLDING PAYMENTS 

In order to assure compliance with selected policyand to assure collectionof outstanding obligations, the State 
may withhold paymentfor the following reasons: 

1. TrustShortages in Patient Accounts 

Upon written notification that an examination of a patient trust fund account revealedan irreconcilable 
shortage, thefacility must make a cash deposit in the full amount of the shortage within10 days of 
notification. Within 30 days of such notification, documentary evidence mustbe presented to the Division 
of Health CareFinancingattesting to this deposit. Failureto comply with this requirement will result in the 
withholding of theTitle XIX payments. The cash transaction to transfercash to the patient’s account is not 
an allowablecost. 

Submit FCPs2. Failure to Timely 

Reporting period requirements are specifiedin Section 332 title “Reporting”.If the provider fails to meet 
these requirements, the State may withhold payment until such time an acceptable FCP is filed.FCPs 
must be complete before they are considered filed. 

Liabilities the3. State 

When the Statehas established an overpayment, paymentsto the provider may be withheld. However,if 
the provider isan ongoing operation andif the provider can demonstrate seriouscash flow problems, the 
State may accept a repayment schedule signed by the provider. Normally, this repayment schedule should 
not exceed90 days. For ongoing operations, the State will provide 30-day notification before holding 
payments. This 30-day period is to give the provider timeto appeal the appropriatenessof the 
overpayment determination. The Statemay waive the 30-day notification periodif there is causeto believe 
the delay will unduly jeopardize the collection. 

730 LIMITATIONS ON PAYMENT 

Payments will not exceed the upperlimit for specific servicesas defined in 42 CFR 447.272. 

nr 
T.N. # 04-05 Approval %% 1 20% 
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800 APPEALS 


810 RATE DISAGREEMENTS 

Providers may challenge the paymentrate established pursuant to Section 900 using the Administrative Hearing 
Procedures as contained in Administrative Rules(R410-14). Providers must exhaust administrative remedies 
before challenging rates in State or Federal Court. 

DEC 2 1 2bQ+ 
T.N. # 04-05 Approval Date 

Supersedes T.N. # 93-28 7-1-04 Effective Date 
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ATTACHMENT4.19-D 

900 RATE SETTING FOR NFs 

900 GENERAL INFORMATION 

Rate setting is completed by the Division of Health Care Financing (DHCF). Cost and utilization datais 
evaluated fromfacility cost profiles. The annual Medicaid budget requests include inflationfactors for 
nursing facilitiesbased on the Producer Price Index published ofby the U.S. Department of Labor, Bureau 
Labor Statistics. The actual inflation will be established by the Utah State Legislature basedon economic 
trends and conditions. Consideration willbe given to the inflation adjustments givenin prior years relativeto 
the Producer Price Index. 

920 RATE SETTING 

Effective July2, 2004,the base lineper diem rate for all patients in the facility consists of:1) a RUGs 
component, 2) a fixed rate component, and (3)a property component. The components are basedon 
historical costs reported onfacility cost profiles(cost reports). Historical costs are used for flat rate 
and RUGs components of the rate. Changes have been made as to the cost centers make up 
these two components as discussedin sections 921 and922.The 50th percentileis used as a 
baseline for reasonable costs for the flatrate component. This component has been inflated by6% 
(for 24 months) since the currentrate was established. The RUGs component is based on historical 
costs but at the 96th percentile which results in a significant increasein this component aimedat 
increasing nursing expendituresand thereby enhancing the qualityof care in nursing facilities. 

The historical cost calculation, although utilizing the facility cost profiles, will be adjustedto account for 
certain “add on” payments including, intensive skilledpayment enhancements, specialized 
rehabilitation services(SRS) payment enhancements, behaviorally challenging payment enhancements 
and any other enhancement payments that Medicaidmay initiatein the future to enhance the quality of 
care in nursing care facilities. 

Effective September15, 2004, the property component of the per diemrate will be calculated using a 
Fair Rental Value (FRV) methodology instead of historical costs. This methodologyis discussed in 
detail in Section 634. 

DFC 7 1 ZJ) : ; .  
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